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HIGHEST AND BEST USE 


[) ECIDING on the highest and best use of a piece of ground is often not easy, 











That is hardly an astonishing statement; most appraisers are aware of it. 
But the difficulty of selecting the highest and best use and the difficulty of 


arriving at the proper land value are two problems that grow in complexity and 
frequency. 


The booklet on appraisal terminology published by the American Institute of 
Real F state Appraisers of the National Association of Real Estate Boards defines 
“Highest and Best Use” as: 


“The most profitable likely use to which a property can be 
put. This opinion may be based on the highest and most 
profitable use to which the property is adapted and needed, 
or likely to be needed in the reasonably near future. How- 
ever, elements affecting value which depend upon events or 
a combination of occurrences which, while within the realm of 
possibility, are not fairly shown to be reasonably probable, 
should be excluded from consideration. Also, if the intended 
use is dependent on an uncertain act of another person, the 
intention cannot be considered,” 


All of us Know that it is easy to arrive at the highest and best use where the 
pattern has already been set. But what do we do when there is no pattern? Sup- 
pose the ground to be valued is a vacant corner lot in a sparsely settled section. 
One of us might decide that the highest and best use would be as a service station, 
Still another might decide that a large grocery store should be erected, while the 
third appraiser becomes convinced that the property should be the site of a group 
of small food and service stores, a bakery, launderette, beauty shop, drug store and 
grocery. The result could be three widely different answers. Not all of them can be 
right; quite possibly none of them are. The point we are trying to make is that 
appraisals are frequently based on the proposed use, rather than on the highest and 
best use. jy mans aaa 


We have in mind one instance where such an appraisal was made. The result 
was considerable loss to the owner, The property was a vacant corner lot two 
blocks away from a neighborhood convenience center. The owner, who had not con- 
sidered selling the lot, was approached by representatives of a large oil company. 
They offered to buy the lot for use as a service station. The offer seemed fair, 
but the owner hired an appraiser who valued the lot on the basis of its proposed use. 
The value reached by the appraiser indicated that the oil company had made a fair 
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offer, and the sale was made. 


A few months later the opposite corner was sold at a much higher figure, for the 
erection of a neighborhood theater. Further study of the district indicated that 
one corner would have returned the greatest value if used for the site of a super- 
market, while the other was best fitted as the location of a small group of diversi- 
fied retail and service stores. 


We believe that the appraiser’s judgment and experience should have told him 
that a service station would have resulted in underimprovement of the lot. He 
should have expressed this opinion to the owner, telling him that the lot would be 
worth more if devoted to its most likely highest and best use. 


As we have pointed out, we believe that the highest and best use cannot always 
be determined exactly, In this particular case, however, we feel certain that the 
appraiser could have done a better job. He could have made money for his client 
by using a little thought, It is also our opinion that too many appraisals are based 
on the proposed use rather than the highest and best use. 


The practice of appraising on the basis of a proposed or present use cannot be 
entirely condemned, Often the client is not willing to pay an appraiser the amount 
necessary to determine the highest and best use of the property. At other times, 
the appraiser ts under explicit instructions to base his appraisal on proposed use. 
In these two instances the appraisal report or notes should carry some sort of quali- 
fying statement, It should be stated that the appraisal is not necessarily based on 
highest and best use, The term is one of double superlatives. It allows no leeway. 
There can be only one highest and best use, and careless reference to the term can 
result only in weakening the position of the appraiser and his profession, 


Fortunately, the problem is not often present in appraising residential prop- 
erty. It crops up most often in commercial areas. On the present schedule of 
fees or, more accurately, the going rate charged for appraisals, we believe that 
most appraisals of commercial or industrial property should be made on the ba- 
sis of proposed use, If it is indicated that the proposed use will underimprove the 
property, the appraiser should suggest that a more detailed study be made, If he 
represents the buyer, he might find him a cheaper lot. If he represents the seller, 
he might recommend a more remunerative use, Asa real estate expert, he has the 
responsibility of being constantly on the alert for any information that might be of 
help to his client. If this information is nothing more than an opinion based on the 
appraiser's experience and judgment, it should at least be included in the notes, 





As we have mentioned, the appraiser’s hands are often tied, either by the small- 
ness of the fee or the instructions of his client, What we would like to see, however, 
is more thought devoted to commercial appraising. The appraiser does not have to 
be a city planner, but we think that it is fundamentally bad appraising to value a lot 
as the site for a meat market just because someone wants to put one there, It is 
not rendering a professional service, If we went to a doctor and simply asked him 
how many aspirin we should take, and without even attempting to analyze our ail- 
ment he replied, “Two every four hours,” we would change doctors immediately. 
But if, after a diagnosis of our ailment, he prescribed severai doses of penicillin, 
we would at least feel that we had received professional treatment. If appraisers 

are ever to achieve professional recognition, except by other appraisers, they will 
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have to render a more professional service. 


Regardless of how much study is devoted toa property, it is sometimes 
impossible even to guess the highest and best use. In fact, we know of occasions 
where determining highest and best use would have called for a’ degree of clair- 
voyance bordering on the occult. We are referring specifically to those instances 
where some large department store or mail order house purchases acreage in some 
accessible but undeveloped business area for the purpose of erecting a branch 
store. More often than not the location of the branch store is selected on the fol- 
lowing basis: 1, Is the property readily accessible to a large purchasing power? 
2. Can enough acreage be assembled? 3. Are there any near-by properties whose 
use is detrimental to a department store? and 4, Can the ground be purchased at a 
reasonably low figure? Little or no effort is made to acquire an established retail 
location, Actually, these established locations are frequently avoided for three 
reasons: 1. The cost of the land is too high; 2. Assembly of sufficient ground is 
difficult; 3. The drawing power of the branch store ~ its appeal to mass purchasing - 


is so enormous that it does not need support from satellite stores, It can stand 
alone, 


Suppose you are called upon to appraise some rather run-down commercial and 
residential property in an old neighborhood. The surrounding area is chiefly resi- 
dential with a sprinkling of rooming houses. The commercial properties in the 
neighborhood are small and not at all prosperous looking. There is nothing except 


the size of the parcel to suggest that this location might be used as the site fora 
department store, 


Since you know of many similar locations and since you are not aware that a 
branch store is even contemplated, you will be on shaky ground to suggest such a 
use, much less appraise the property on that basis. Therefore, after a good deal of 
study, you appraise the property on the basis of its present use. A few weeks later 
you learn that it has been sold to a department store for considerably more than 
your appraised value, No one but the department store executives could have made 
that appraisal on the basis of highest and best use because they were the only ones 
who knew or even suspected such a use would be made of it. 


Let us assume that in another instance the purpose of the appraisal is known, and 
a dozen locations are valued on the basis of their use as a department store site. 
When the site for the department store is finally selected, what happens to the ap- 
praised value of the other eleven sites? Obviously, a branch department store 
cannot be erected on every suitable location. Therefore, once the selection of a 
site is made, the other suitable locations cannot be developed to this use and, there- 
fore, department store use should no longer be considered as the highest and best 
use, In other words, the appraised values of the other eleven locations fell drasti- 
cally when it became apparent that they would not be used for branch store sites. 
If these eleven sites were appraised later as possible locations for two motion pic- 
ture theaters, their appraised value would again rise (although not so high as before) 
until the two locations were chosen. The remaining nine sites would again drop 
rapidly in appraised value. 


This leads to the conclusions that “highest and best use” should be based also 
on “probable use” and that high values reached by the land residual method are 
_ often unwarranted. A good portion of the value reached by this method should be 
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attributed to established consumer acceptance and to ‘ premium” management or 
advertising because it is the tremendous pulling power of the enterprise rather 
than the location that accounts for the large volume of sales. Insofar as this is 
true, it is not fundamentally a value of the real estate, 


Some people assume that the best sites are the best because the retailers using 
them spend tremendous amounts in advertising to bring customers to their stores, 
This is confusing cause and effect. Only the best sites can afford to advertise 
as they only are readily accessible to the potential customers who will read the 
advertisements. Unless a store has a city-wide appeal and is easily accessible to 
the entire city, a large part of the advertising that it would do in any mass medium 
would be wasted, its advertising cost per unit of sale would be too high, and it would 
eventually be forced to either restrict the amount of advertising it could do or seek 
a better location, As proof of this statement it is interesting to find that of all the 
retail advertising that appeared in the St. Louis newspapers in 1941, more than 
90% was done by retail organizations with stores in the central business district. 


This is exactly the same principle involved in the application of additional units 
of capital and labor to agricultural land, The additional capita] and labor is applied 
in the largest amounts to the best ground, not to the poorest, It is the fact that the 
best ground pays the highest rent that makes necessary its intensive cultivation, 
Theoretically, rent will tend to rise on any location in the long-run period of that 
location when used most intensively. Actually, because of subjective factors in 
long-term leases, and other rigidities in our economy, there may be periods of con- 
siderable length when the site rent paid will not be equivalent to the differential 
advantages of the site. 


But how about the site rent of an outlying location such as those frequently 
chosen by Sears, Roebuck and Company? Is the value of the ground increased by 
such a use above its value if used by the small retailer? Does mass medium ad- 
vertising here create an additional ground rent? Over the long period it probably 
does, as over the long period it probably will change shopping habits and will build 
up a subcenter around the isolated store. Until such subcenters develop, however, 
ground rent has not been increased, as innumerable sites could have been used with 
equal advantage. Advertising has been substituted for rent and will be increased until 
the last unit of advertising merely brings in enough additional business to pay for 
its cost without increasing the profit of the concern, If the site itself has no differ- 
ential advantage in comparison with other sites readily available in large numbers, 
the expenditure of large amounts in advertising may pay a return on the enterprise 
of conducting a business, but except as noted above - in the long period, it will not 
increase the economic rent of the site. 











